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1. COMMITTEE RECOMMENDATION 


The Committee on Foreign Relations has had under consideration 
the conventions listed below and recommends that the Senate give 
its advice and consent to their ratification: 

Convention between the United States of America and Belgium 
for the avoidance of double taxation and the prevention of 
fiscal evasion with respect to taxes on income, signed at 
Washington on October 28, 1948 (Ex. I, 8ist Cong., Ist 
sess.). 

Convention between the United States of America and Bel- 
gium, signed at Washington on September 9, 1952, modi- 
fying and supplementing the Convention of October 28, 
1948, for the avoidance of double taxation and the preven- 
tion of fiscal evasion with respect to taxes on income (Ex. 
A, 83d Cong., Ist sess.). 

Convention between the United States of America and the 
Commonwealth of Australia for the avoidance of double 
taxation and the prevention of fiscal evasion with respect to 
taxes on income, signed at Washington on May 14, 1953 
(Ex. I, 83d Cong., Ist sess.). 

Convention between the United States of America and the 
Commonwealth of Australia for the avoidance of double 
taxation and the prevention of fiscal evasion with respect 
to taxes on the estates of deceased persons, signed at Wash- 
ington on May 14, 1953 (Ex. J, 83d Cong., Ist sess.), 
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5. Convention between the United States of America and the 
Commonwealth of Australia for the avoidance of double 
taxation and the prevention of fiscal evasion with respect 
to taxes on gifts, signed at Washington on May 14, 1953 
(Kx. K, 83d Cong., Ist sess.). 


2. SUBCOMMITTEE HEARINGS 


A subcommittee under the chairmanship of Senator Smith of New 
Jersey, and Senator George held public hearings on June 29. The 
principal witness in support of the pending conventions was Mr. 
Kldon P. King, head, Office of Inte natal Tax Relations, of the 
Bureau of Internal Reve nue. The executive branch of the Govern- 
ment was also represented at the hearings by Mr. Dan Throop Smith, 
spec lal assistant to the Secretary of the Treasury. Other witnesses, 
all of whom testified In sup port of the pending conventions, were 
Mr. E!'lsworth C. Alvord, of the United States Council of the Inter- 
national Chamber of Commerce: Mr. Mitchell B. Carrol! of the 
National Foreign Trade Counc il; and Mr. Howard A. Bachrach. 

On July 2, 1953, the Committee on Foreign Relations favorably 
reported the pending conventions to the Senate. 


3. ANALYSIS OF PENDING CONVENTIONS 


In response to a request from the chairman of the subcommittee, the 
chief of staff of the Joint Committee on Internal Revenue Taxation 
compared the provisions of the pending conventions with previous 
conventions which have been approved by the Senate. He reported 
that in general the conventions now before the Committee on Foreign 
Relations closely parallel the provisions of the conventions now in 
effect. 

The analysis which follows sets forth the principal features of the 
pending conventions with particular emphasis upon those provisions 
which de ‘part from concepts of conventions now in effect. 


4. INCOME TAX CONVENTIONS WITH BELGIUM AND AUSTRALIA 


The pending income-tax conventions with Australia and Belgium 
do not contain any of the provisions which the Senate previously has 
found objectionable in its consideration of other tax treaties. The 
conventions contain no discrimination against the earnings of public 
entertainers, nor do they provide for the exemption from United 
States tax of capital gains or accumulated earnings. Moreover, the 
collection provision contained in the treaties is in the modified form 
which the Senate has previously approved. 

The Australian and Belgian income-tax conventions are substan- 
tially identical with other conventions which are already in effect and 
their objectives include the elimination, ren as possible, of double 
taxation with respect to income, either by exemption in one of the 
countries or by the application of the credit prine iple, or both, and the 
establishment of a system of reciprocal administrative assistance 
between the tax authorities of the two countries. The conventions 
include provisions similar in character (except as will be noted below) 
to other income-tax treaties now in force concerning business income, 
shipping and aircraft, dividends, interest, royalties, compensation, 
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and personal services, Government wages and salaries, pensions and 
annuities, professors and students, and fiscal cooperation. The 
principle of the United States tax-credit system is adopted in both 
conventions, with certaim minor limitations with respect to the 
Belgian treaty, on a reciprocal basis. 

In most tax conventions to which the United States is a party, the 
United States tax on dividends paid by a United States domestic 
subsidiary corporation to a parent corporation in the other country 
is reduced to 5 percent ona reciprocal basis. No comparable provision 
appears in either the Belgian or the Australian treaty. In regard to 
the Belgian convention, Belgium imposes no tax on dividends paid 
by a Belgian corporation to a nonresident shareholder. Consequently, 
reduction to 5 percent of the tax on dividends paid by a domestic 
subsidiary to a parent in the other country would be a_ unilateral 
provision operating to reduce the United States tax only. Thus, 
the Belgian convention is limited to a reduction to 15 percent of the 
United States tax on dividends derived from sources within the 
United States by a resident or corporation of Belgium. Correspond- 
ingly, Belgium agrees not to impose any tax, withholding tax or surtax, 
on dividends derived from sources within Belgium by residents or 
corporations of the United States. 

The Australian convention provides for a reciprocal reduction to 
15 percent of the tax on dividends paid to residents of the other con- 
tracting country, but it omits, as indicated above, a reciprocal reduc- 
tion to 5 percent of dividends paid by a domestic subsidiary to a 
foreign parent corporation. ‘This omission is one to which American 
taxpaver groups may take exception and, as a matter of fact, several 
witnesses commented on this point. It is understood, however, that 
United States representatives in their negotiations with Australia 
made determined efforts to secure the reciprocal exemption. They 
were unable to do so because of the Australian position that reciprocal 
reduction of the tax on dividends to 15 percent provides more favor- 
able treatment generally than does the corresponding provision of 
Australia’s tax convention with the United Kingdom. 

The reciprocal exemption of royalties derived from sources in one 
of the contracting countries by a resident or corporation of the other 
(when not engaged in a trade or business in the former country through 
a permanent establishment there) is provided in both conventions. 
However, unlike the Belgian convention, the convention with Aus- 
tralia, insofar as it relates to royalties, is confined to copyright or other 
cultural royalties and does not include industrial royalties or film 
rentals. A similar exclusion of film rentals from the exemption 
granted to cultural royalties is found in the income-tax conventions 
with Canada and Finland. 

The Belgian convention provides for exemption from tax of salaries, 
wages, and similar compensation paid by one of the contracting 
countries to its citizens who are resident in the other contracting 
country. Similar provisions are contained in other income-tax con- 
ventions now in force. The possibility of a conflict between this 
exemption accorded in the Belgian convention and section 247 of the 
Immigration and Nationality Act (Public Law 414, 82d Cong.) has 
been suggested. The latter section provides that aliens whose occu- 
pational status would place them in a nonimmigrant status under 
other provisions of the act may be required to surrender their immi- 
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grant status unless they execute a written waiver of “all rights, privi- 
leges, exemptions, and immunities under any law or any executive 
order’ which would otherwise accrue because of such occupational 
status. It should be noted that this section of the Immigration Act 
does not require the alien to waive any exemption he possesses but 
gives him the option of executing such a waiver if he desires to retain 
his immigrant status. Assuming arguendo that the provisions of 
section 247 of the Immigration Act do conflict with provisions granting 
exemptions to aliens, there would still appear to be « 1 substantial 
question as to whether section 247 extends to acleminne conferred 
by treaty. However, it appears unnecessary to determine at this 
time whether the exemption provisions of the convention and section 
247 of the Immigration Act would conflict. Such a conflict, if it did 
exist, would be of limited applicability, extending only to those 
Belgian citizens employed by the Belgian Government in the United 
States who had previously been admitted to the United States on an 
immigrant visa and who would prefer to remain in the United States 
with the intention of acquiring United States citizenship. The possible 
effects of the convention in the determination of the rights of such a 
limited group would not appear to warrant the elimination of this 
provision from the convention. Moreover, a representative of the 
Treasury Department testified that the Treasury Department, in 
order “to avoid any possible conflict in this area,’’ decided ‘‘not to 
include any clause of this sort’’ in the Australian treaty. 

The Australian convention does not contain such an exemption 
for salaries and wages of Government employees. By statute, Aus- 
tralia exempts such Government compensation paid by another 
country to its citizens when resident in Australia provided they are 
resident in Australia solely by reason of their Government employ- 
ment. Thus, the Australian statutory exe mption does not apply to 
non-United States citizens employed by the United States in Aus- 
tralia nor does it apply to United States citizens already resident in 
Australia prior to their employment there by the United States. 
An equivalent exemption is granted to Australian Government em- 
ployees resident in the United States since the United States statute 
(see. 116 (h)) is based on reciprocity. Since the Australian conven- 
tion contains no exemption for Government wages and salaries, the 
present statutory treatment is unchanged. 

Provision is made in the Belgian convention for reduction on a 
reciprocal basis to a rate of 15 percent on interest derived from sources 
within one of the contracting countries by a resident or corporation 
of the other country (if no permanent establishment is maintained 
in the former country). No similar provision for interest is contained 
in the Australian convention. 

In both conventions the articles providing for the mutual assistance 
in the collection of taxes extends only to such cooperation as will 
insure that the exemption or reduced rates of tax granted under the 
convention shall not be enjoyed by persons not entitled to such 
benefits. 

The Belgian convention provides that it shall become effective on 
or after the Ist day of January of the year in which the exchange of 
instruments of ratification takes place except that if such exe hange 
occurs after September 30, certain provisions for reduction of tax 
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are to be applicable only to payments made after December 31 of 
such year. 

The Australian income-tax convention provides that in the case of 
United States tax it shall become effective on or after the Ist day of 
January of the year in which the exchange of instruments take place 
and thet in the case of Australian tax it shall be effective for the 
year of income commencing on the Ist day of July next succeeding 
the date upon which the convention becomes effective in the case of 
United States tax. The Australian taxable year (known as the year 
of income) is the year generally beginning July 1. 


5. ESTATE TAX CONVENTION WITH AUSTRALIA 


The estate-tax convention with Australia follows the same pattern 
and has the same basic objectives as estate-tax conventions now in 
force, i. e., the avoidance of double taxation and the prevention of 
fiscal evasion. 

As is true with respect to all other estate-tax conventions, the 
Australian convention is applicable only to the Federal estate tax 
imposed by the United States Government. Thus, State inheritance, 
estate, or succession taxes remain unaffected. 

Double taxation is principally avoided, as in other existing estate- 
tax conventions, by means of credits. Furthermore, as is the case 
with other conventions, the Australian convention provides rules of 
situs of property binding upon both countries. An exception exists, 
however, as to the situs of corporate stock. Under most estate-tax 
conventions the situs of corporate stock is determined by the country 
in which the company issuing the stock is incorporated. Australia 
would not abandon its rule for determination of situs, i. e., that shares 
of corporate stock are regarded as located in Australia if transfer of 
title may be accomplished on a stock transfer register located in 
Australia. As a result, the convention does not apply a uniform 
situs rule as to corporate stock; consequently each of the contracting 
countries applies its own situs rule for corporate stock.' For the 
United States this means that corporate stock for estate-tax purposes 
is deemed to be situated in the United States either (1) if the corpora- 
tion was created or organized herein or (2) if the stock certificate is 
physically located in the United States. 

The convention provides only for such exchange of information 
between the taxation authorities of the contracting countries as is 
necessary to carry out the provisions of the convention and to prevent 
tax evasion, specifically excluding information which would disclose 
any trade secret or trade process. It contains no provision for mutual 
assistance in the collection of taxes 

It is provided that the convention shall come into force on the day of 
exchange of instruments of ratification, being applicable only to 
estates of persons dying on or after such date. 


6. GIFT TAX CONVENTION WITH AUSTRALIA 

The convention with Australia relating to gift taxes is the first 
gift-tax convention to be considered by the Senate. Fundamentally, 
1 The term “‘stocks”’ in par. (1) (d) of art. III is used in the sense that term is employed under Australian 


law and. as is apparent from the context, refers to government securities rather than to shares of stock in a 
corporation. 
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it has the same basic objectives as the accompanying estate-tax 
convention with Australia and similar estate-tax conventions already 
approved by the Senate. These objectives are the avoidance of 
double taxation and the prevention of fiscal evasion. 

Both the United States and Australian gift taxes serve principally 
as a complement to the estate taxes which each impose, the gift taxes 
being primarily enacted to prevent avoidance of estate taxes. 

In view of the closely related nature of the gift and estate taxes, the 
United States representatives proposed the consolidation of both the 
gift- and estate-tax conventions in one convention but it was found 
that such a consolidation would violate a provision of the Australian 
constitution providing that tax laws deal with one subject of taxation 
only. 

As is the case with the accompanying Australian estate-tax con- 
vention and other estate-tax conventions now in effect, the convention 
has no effect upon either gift taxes or inheritance, estate, or succession 
taxes imposed by the various States of either of the contracting 
countries, 

The general similarity of the Australian and United States gift 
taxes facilitated the drafting of the gift-tax convention. The gift 
tax in both the United States and Australia is ordinarily imposed 
directly upon the donor or maker of the gift and not upon the donee 
or recipient. Both taxes are imposed at graduated rates although 
the Australian scheme of graduation differs in several respects from 
that employed in the United States tax. For example, the Australian 
tax is imposed upon each particular gift rather than upon the aggre- 
gate of gifts in a taxable year. However, the rate for the Australian 
tax is determined by aggregating all gifts made by the donor during 
a 3-vear period. Thus, all gifts made by the donor to the same or 
other donees within 18 months prior to and 18 months subsequent to 
the gift in question are taken into account in determining the rate. 
This procedure usually requires adjustment and reassessment of prior 
assessments. Another difference in the two taxes is that the Aus- 
tralian tax applies to gifts made by corporations as well as to gifts 
by individuals whereas the United States tax is limited to gifts made 
by individuals. 

The difference in jurisdictional application of the two taxes is the 
same differentiation that obtains in the case of the estate taxes im- 
posed by the two countries. There are three bases for imposition of 
the United States tax: (1) United States citizenship of the donor, 
(2) domicile of the donor in the United States, and (3) situs in the 
United States of the property. The Australian tax is limited to the 
latter two jurisdictional bases. Australian citizenship has no effect 
upon application of its gift tax. 

As in the case of estate-tax conventions, double taxation is elim- 
inated generally by means of the credit device. By statute, no credit 
is given in the United States gift tax for any foreign gift taxes paid; 
nor is such a credit granted by the Australian gift tax (except on a 
very limited reciprocal basis such that the credit is restricted in 
practical effect to gift taxes imposed by New Zealand). Thus, the 
credit provided in the convention should prove very beneficial to 
cases falling within its scope. 

Both for the purpose of imposition of the tax and for purpose of the 
credit, specific rules for determination of situs of property are set forth 
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in the convention. With minor exceptions, these rules closely parallel 
the rules contained in the accompanying Australian estate-tax 
convention. Similarly, provision is made for prorating the specific 
exemption under the gift tax in the same manner that proration of the 
estate-tax exemption is achieved under the estate-tax convention. 
This proration provision is similar to those contained in estate-tax 
conventions now in effect. 

Certain precautionary provisions are included, such as the article 
providing that the convention shall not be construed to increase the 
liability of any person for United States gift tax. 

The convention contains no provision for mutual assistance in the 
collection of taxes and provides only for such interchange of informa- 
tion as is necessary to carry out the purposes of the convention. 

It is provided that the convention shall come into force on the date 
of exchange of instruments of ratification and shall apply only as to 
cifts made on or after such date. 

It is believed that the above conventions with Belgium and Aus- 
tralia represent important contributions to the objective of eliminating 


double taxation by the United States and the respective contracting 
countries in these conventions. 


7. CONCLUSIONS 


The committee has noted that all witnesses who appeared before it 
supported the conventions with Belgium and Australia. While there 
were some suggestions that additional provisions might well be in- 
cluded in such conventions, it was recognized that the problem of 
negotiating tax conventions from state to state, depends upon the 
tax systems in those states. 

The committee urges the Senate to give its advice and consent to 
the ratification of the pending conventions. 





